Diversified trustee shares by Anonymous
University of Mississippi
eGrove
Haskins and Sells Publications Deloitte Collection
1925
Diversified trustee shares
Anonymous
Follow this and additional works at: https://egrove.olemiss.edu/dl_hs
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for inclusion in Haskins and Sells
Publications by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.
Recommended Citation
Haskins & Sells Bulletin, Vol. 08, no. 06 (1925 June), p. 43-45
Bulletin HASKINS & SELLS 43 

Diversified Trustee Shares 
AN interesting development of the prin-ciple of the investment trust has been 
brought to our attention recently. The 
investment trust, although long popular in 
Great Britain, is comparatively new in 
America. The past few months, however, 
have witnessed the introduction of the 
principle into American finance, and a 
number of developments have taken place. 
As used abroad, the investment trust 
is a corporation organized to make available 
to the general investor the stocks and bonds 
of other companies, thereby in a measure 
relieving him of the task of finding safe 
investments for his money. The corpora-
tion issues shares or debenture bonds to 
investors. With the funds so obtained, it 
acquires large blocks of securities in other 
companies, and distributes the income 
therefrom to its own stockholders. 
The trustees or directors of the corpora-
tion commonly are allowed to use their 
own discretion in the purchase of securities. 
Controlling interests in other companies 
are sometimes acquired, although such is 
not always the case. At times funds from 
the sale of new issues are derived by cor-
porations chiefly from such investment 
trusts. 
The corporation usually is able to inves-
tigate more thoroughly the securities it 
buys than is the individual investor. It is 
also able to diversify its holdings to a 
greater extent, and thus in many cases 
to reduce materially the risk of loss to the 
individual. In addition, it offers a ready 
field for the disposal of new issues by other 
companies. 
The American development thus far has 
proceeded along slightly more cautious 
lines. The following is a case in point. 
A corporation recently was formed for 
the purpose of creating "trustee shares 
representing a full participating ownership 
in the capital stocks of leading American 
corporations." The shares are brought 
out in different issues, one issue represent-
ing one combination of stocks, another a 
different combination, etc. The corpora-
tion has made three issues to date. The 
last was operated as follows. 
A certain number of shares of stock in 
selected corporations was purchased in the 
open market. The stocks were chosen 
from those of well-known corporations. 
An attempt was made to make the list as 
diversified as possible. It included in-
dustries engaged in various lines of busi-
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ness, and located in different parts of the 
country. The purchases were made in 
units of one hundred and forty-six shares 
in the stocks of twenty-four corporations— 
six railroads, six public utilities, and twelve 
industrials, the latter including five Stand-
ard Oils. The number of shares in one 
company varied from four to fifteen. 
The stocks purchased were deposited with 
a trustee. Against each unit of stock so 
deposited there were sold one thousand 
participating shares of no stated value, 
called diversified trustee shares. Certifi-
cates were issued in denominations of five, 
ten, twenty-five, fifty, and one hundred 
shares, each bearing the certification of 
the trustee that a unit of certain stocks had 
been deposited to secure each one thousand 
shares outstanding. 
The shares represent simply an interest 
in the stock deposited with the trustee. 
Although issued by the corporation, they 
are not guaranteed by it against loss in 
case the stocks deposited with the trustee 
should prove worthless. They are not 
liabilities of the corporation, and are se-
cured entirely by the stocks deposited with 
the trustee. They are not shares in the 
capital stock of the corporation, and are 
not entitled to voting privileges. 
The certificates are not registered, but 
are in the name of bearer. Semi-annual 
dividend coupons are attached. The shares 
are dealt in in the open market, their value 
varying from day to day with the quota-
tions on the underlying stocks. 
The original offering price of diversified 
trustee shares was based on the cost of the 
underlying stocks to the corporation. A 
certain percentage was added to cover the 
expenses of issue, and a small profit to the 
issuing corporation. The latter derives its 
profits principally from this source, a small 
additional profit being made by subsequent 
trading in the shares. 
Al l of the shares in the original series 
having been disposed of, new series may be 
created as occasion demands, by depositing 
with the trustee additional units of stocks, 
each composed of the same securities in the 
same amounts as before. The price of the 
shares in such additional series is deter-
mined by the cost of purchasing in the open 
market, in odd lots, the underlying stocks 
required, plus the percentage added for 
expenses and profit. Additional series are 
issued only when the demand for shares 
cannot be met by the supply offered for 
sale in the market. 
An interesting feature of diversified 
trustee shares is a convertible privilege. 
The certificates provide that the holder of 
one thousand shares may, after giving due 
notice to the trustee, surrender his shares, 
and receive in exchange a unit of the under-
lying stocks. He would then hold a small 
number of shares in each of twenty-four 
different corporations. 
The trustee with whom the underlying 
stocks are deposited merely holds them as 
security for the participation shares out-
standing. Neither he nor the corporation 
has power to dispose of any of the stocks 
and substitute others. There must at all 
times remain on deposit for each one 
thousand shares outstanding, a unit of 
stocks identical with those originally en-
trusted to the trustee. 
The trustee receives all dividends paid on 
the stocks in his possession, and disburses 
them semi-annually to the holders of 
trustee shares, on the surrender of dividend 
coupons. These coupons may be collected 
through banks or brokers in the same man-
ner as other dividend or interest coupons. 
The value of each is its proportional share 
of the dividends received by the trustee 
during the prior six months. 
The trustee is authorized to sell all stock 
dividends or subscription rights that may 
be received by him, and to distribute the 
proceeds thereof to the shareholders pro 
rata at the time of the semi-annual divi-
dend payments. 
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Obviously, diversified trustee shares ap-
peal almost entirely to the small investor. 
The number of shares issued against a unit 
of underlying stocks has been arranged so 
that the price per share is small. This fact, 
together with the issuance of low-denomi-
nation certificates, makes it possible for an 
investor to acquire an interest in the scheme 
with a small outlay of capital. His in-
vestment represents an interest in the 
stocks of several corporations, and has, 
therefore, all the advantages of widely 
diversified holdings. 
The large investor, however, is able to 
secure diversification in his holdings by 
purchasing stock in the market himself. 
Obviously, he can do so more economically 
than by utilizing the medium of an invest-
ment trust. 
The latter, however, apparently per-
forms a valuable service, and its use will 
undoubtedly become more widespread. 
